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The Problem of Rising Prices 


In June 1959 the Council of the Organization for 
European Economic Cooperation (OEEC) invited six 
independent experts — Professor Fellner, Mr. Milton 
Gilbert, and Professors Hansen, Kahn, Lutz, and 
de Wolff—to report on the causes of price increases. 
In March 1961 this group submitted to the OEEC Coun- 
cil a report on the increases in prices that occurred 
between 1953 and 1960 in the 18 member countries 
of the OEEC and in the United States and Canada, 
and on the effectiveness of the policies followed by 
governments to restrain these increases. The report is 
followed by four appendices, prepared by the Secre- 
tariat of the OEEC, on the behavior of prices, the role 
of demand, the anti-inflationary measures taken in the 
countries covered by the report, and the process of 
wage determination in Denmark, the Federal Republic 
of Germany, the Netherlands, Sweden, the United 
Kingdom, and the United States. 

According to the report, price stability, which is not 
to be confused with the absence of movements in 
indices of average prices, and particularly in consumer 
price indices, was not achieved in most countries during 
the past eight years, whereas high employment and a 
steady rate of increase in production were on the whole 
maintained. To improve upon this situation, govern- 
ments, supported by legislatures and the public, will 
need to consider price stability as one of the basic 
objectives of economic policy. It will be necessary to 
reconcile this objective with the objective of adequate 
economic growth in conditions of high employment so 
as to eliminate the threat of a continuing erosion of 
the value of money. 

The causes of rising prices can seldom be completely 
isolated and their relative importance differs from coun- 
try to country and from year to year. However, in an 
effort to elucidate the main factors behind price in- 
creases, the report distinguishes four causes. 

The first cause of rising prices is special or temporary 
factors, such as the relaxation of rent controls, the 
removal of subsidies or of direct price controls, increases 
in indirect taxes and customs duties, bad harvests, and 
changes in import and export prices resulting from 
changes in external markets. Such special increases, 
which do not indicate inflationary developments, should 
not be matched by decreases in other prices, either 
through the working of market forces or through gov- 
ernment policy measures, and ought not to constitute 
grounds for an upward movement of wages. The report 


suggests that consumer price indices should be so con- 
structed as to eliminate the effects of such special price 
increases and therefore to be more appropriate than the 
existing indices for adjusting money incomes to basic 
price fluctuations. 

The second cause, and one of the two predominant 
causes, of price increases is excess demand, i.e., an 
aggregate monetary demand which cannot be met at 
existing prices without exerting undue pressure on pro- 
ductive resources. A state of excess demand is a matter 
of degree, as the pressure of demand seldom falls 
equally on all industries or on all sectors of the labor 
market. Furthermore, the rate of change in demand 
is an important factor in determining the influence of 
demand on prices. This is the reason why, during the 
past eight years, demand inflation became apparent at 
significantly higher levels of employment in some 
countries than in others. 

The behavior of prices cannot by itself be used to 
diagnose the state of demand. A rise in prices may 
be due to factors other than the pressure of demand. 
In the expansion phase of the trade cycle, sensitive 
prices tend to rise well before over-all demand can be 
said to be in excess. As a result of time lags, some 
prices often continue to rise for several months after a 
period of high demand has ended. Conversely, stability 
of prices does not always demonstrate the absence of 
excess demand. Finally, in an open economy, prices 
may not be much affected while the excess demand is 
being absorbed by a deterioration in the balance of 
payments that is due to a growing volume of imports. 

In a few countries, such as Turkey, Spain, and Ice- 
land between 1953 and mid-1959, and France during 
1956 and 1957, excess demand was so extreme as to 


overshadow other factors responsible for rising prices. 
These extreme cases arose from large deficits in the 
public sector, usually financed by central bank credit. 
Inflation thus caused can be reduced only by restoring 
order in the public finances. Between 1953 and 1959, 
only Ireland, Italy, and Portugal appear to have escaped 


excess demand. The 13 other countries studied all 
experienced it, generally between 1955 and 1957, and 
mainly due to a strong rise in private fixed investment. 

To improve the control of demand in the future, the 
report recommends that the available instruments of 
fiscal and monetary policy should be used more 
promptly and more strongly than in the past. Between 
1953 and 1960, the inadequate use of fiscal measures 
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left too much of the burden of restraint to be carried 
by monetary measures; ways and means should be found 
to give more flexibility to fiscal policy. In particular, 
governments should be given the power to change 
effective tax rates over a specified range without each 
change requiring advance approval through the normal 
parliamentary procedure. Such a reform would enable 
the authorities to influence the current rate of aggregate 
private spending with the facility that now attaches to 
changes in, say, the discount rate. In view of the dif- 
ferences in the money markets of the various countries 
and in the traditions of the several central banks, the 
report does not discuss in detail the instruments of 
monetary policy, but it insists that these instruments 
must be chosen in such a way that the normal working 
of the various credit markets and markets for securities 
is not undermined. It recommends that the authorities 
be given the power to restrain consumer credit, and that 
governments should also actively influence the rate of 
housing construction. 


The third cause of price increases, and the second 
predominant one, is wage increases negotiated between 
organized labor groups and employers (or imposed by 
government decree) which are greater than those which 
would have been yielded by supply and demand forces 
alone, and are also greater than the increase in labor 
productivity. In the view of the experts, between 1953 
and 1960 excessive wage increases were an important 
and independent inflationary force in a number of 
countries. 


The experts preparing the report were not able to 
agree fully on their recommendations for wage policy. 
In the view of the majority, governments must have a 
wage policy just as they have monetary and fiscal 
policies, i.e., they must define the average wage increase 
that is appropriate to the economic situation and con- 
sistent with price stability, and must mobilize public 
support for this wage norm. The fixing of such a norm 
would create a situation in which the burden of proof 
would be on the party which wants to deviate from it. 
Governments should create a center of authority charged 
with the setting of the norm, and machinery for consul- 
tations with interested parties. They should also have 
an appropriate wage policy for employees in the public 
sector. Changes should be made in the machinery of 


IBRD Loan to British Guiana 


The World Bank, with the participation of two 
private banks, on June 23 made a loan equivalent to 
US$1.25 million to British Guiana to provide the British 
Guiana Credit Corporation with additional funds for its 
lending program for farming, forestry, animal hus- 
bandry, and fishing. The loan is for a term of 8 years 
and bears interest at 5%4 per cent annually, including 


wage negotiation in the private sector, and government 
authorities might well participate from the beginning in 
important wage negotiations, not as mediators but as 
representatives of the general public’s stake in the 
outcome 

In the view of the minority, the establishment of 
wage norms would have to be followed by rather exten- 
sive regulations relating to individual wages and prices; 
they consider that moves in this direction should be 
opposed. Instead, they recommend that whenever the 
attitudes of wage negotiators would “create a lasting 
conflict between significant policy objectives,” then “the 
size and the functions of the organizational units on 
both sides of the bargaining table” should be appro- 
priately modified. 

The fourth cause of rising prices is found in the 
higher margins of profits which producers try to secure 
on the sale of their goods by using their power in the 
market. Evidence available on developments since 1952 
suggests that, in contrast to Europe, monopolistic pric- 
ing in the United States contributed to the rise in 
industrial prices. This cause of price increases is, how- 
ever, of small importance if there is no excess demand 
and if average wage increases are confined to the limit 
allowed by the average increase in productivity. 


At the end of the report, the experts have included 
some observations on the relations between price 
stability and balance of payments equilibrium. They 
record that it is often argued that stable domestic prices 
would necessitate more frequent changes in exchange 
rates in order to secure balance in international pay- 
ments. Actually, many of the balance of payments 
deficits and surpluses experienced by various countries 
during the past decade were due to the fact that inflation 
was greater in some countries than in others. If price 
levels had been kept stable, a major cause of external 
disequilibrium would have been removed. However, 
this does not of course mean that a regime of stable 
price levels would guarantee permanent equilibrium in 
international payments. Changes in the structure of 
production and demand among countries might still 
cause balance of payments difficulties. 


Source: The Problem of Rising Prices, A Report to 
the Organization for European Economic Co- 
operation, Paris, France, May 1961. 


the | per cent commission which is allocated to the 
Bank’s Special Reserve. Amortization will begin on 


November 1, 1963. The loan is guaranteed by the 
United Kingdom. 


The Northern Trust Company (Chicago) and the 
Agency of The Royal Bank of Canada (New York) 
are participating in the loan, without the World Bank’s 
guarantee, to the extent of US$1 million, representing 
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the first ten maturities and part of the eleventh maturity, 
which fall due between November 1, 1963 and Novem- 
ber 1, 1968. 

The British Guiana Credit Corporation is the only 
local institution providing development credits for agri- 
culture, industry, forestry, fisheries, and rural and urban 
housing. From its institution in July 1954 to Decem- 
ber 31, 1960, it made nearly 16,000 loans for a total 
of BWI$20 million (US$11.7 million). Its capital is 
provided by the Government in the form of advances 
with no fixed repayment date. The Bank loan will 
provide part of the resources needed for the Corpora- 
tion’s lending program during the period January 1, 
1961 to June 30, 1963. The total cost of the program 
during this period will be BWI$11 million (US$6.4 mil- 
lion); BWI$5.6 million will come from new govern- 
ment advances (financed in part by the Bank loan) and 
the remainder will be derived from repayments of loans 
made by the Corporation. 

Source: International Bank for Reconstruction ané De- 
velopment, Press Release, Washington, D.C., 
June 23, 1961. 


Europe 
Inter-Central Bank Arrangements 


The Times suggests that it is now fairly clear that the 
Basle agreement among European central banks has 
been extended in both time and amount. As the agree- 
ment takes the form of a series of bilateral arrange- 
ments, it is difficult to assess the over-all amount in- 
volved, but this may be between $500 million and 
$750 million. The Times observes that this is one of a 
series of cooperative moves by central banks in recent 
months. Others include (a) an understanding last 
autumn between the United States and the United King- 
dom, during the London gold rush, which allowed the 
Bank of England to intervene in the gold market for 
the purpose of damping down speculative pressure 
(see this News Survey, Vol. XII, pp. 545 and 563); 
(b) the informal agreement at that time among a wider 
circle of central banks to refrain from buying gold on the 
market while the price was above the official U.S. price 
plus transfer costs (i.e., above $35.08 a fine ounce); 
(c) a further agreement in February and March 1961 
by which the central banks undertook to enter the gold 
market cautiously and to maintain contact with each 
other in order not to disturb the market; and (d) the 
original Basle agreement under which European central 
banks decided to cooperate in order to offset the specu- 
lation following the revaluation of the deutsche mark. 

The Times remarks that these agreements should be 
viewed in the light of movements of short-term funds 
between financial centers in the past 12 months. The 
Annual Report of the Bank for International Settlements 
suggests that in 1960 the outflow of funds from the 


United States was close to $2 billion, and that early in 
1961 the shifts of funds within Europe in a single week 
were as much as $500 million or more. The second 
Annual Report of the Board of Management of the 
European Monetary Agreement suggests that the inflow 
of short-term funds to European countries in 1960 was 
around $3 billion, of which the United Kingdom may 
have gained some $2 billion and Germany $1 billion; 
part of this inflow came from within Europe. 

Source: The Times, London, England, June 21, 1961. 


U.K. Balance of Payments 

The gold and convertible currency reserves of the 
United Kingdom fell by £75 million in the first quarter 
of 1961 and “other monetary movements” were adverse 
by £60 million, but these changes were more than offset 
by a reduction of £164 million in overseas sterling 
holdings. The latter movement comprised a fall of 
£37 million in sterling area holdings, a decline of 
£131 million in those of non-sterling countries (entirely 
due to the withdrawal for investment in the United 
Kingdom of sterling balances built up at the end of 1960 
by the Ford Motor Company), and an increase of 
£4 million in the holdings of nonterritorial organizations. 

Provisional estimates suggest a deficit of £58 million 
in the U.K. visible trade account in the first quarter 
of 1961. Although this deficit was slightly greater than 
in the corresponding period of 1960, it represents a 
considerable improvement over the figures for the sec- 
ond half of 1960. Current visible transactions were 
almost in balance, compared with a small surplus in the 
first quarter of 1960. The identified balance on current 
account showed a deficit of £56 million in the first quar- 
ter of 1961, compared with deficits of £117 million and 
£37 million in the fourth and first quarters of 1960, 
respectively. 

There was a net outflow of £21 million in inter- 
governmental loans in the first quarter of 1961. Apart 
from the “Ford” transfer, the net outflow of private 
investment is estimated to have been at a somewhat 
higher rate than in 1960. Taking the current and long- 
term capital transactions together, the identified balance 
was a deficit of £21 million. This figure is reconciled 
with the improvement of £29 million in the monetary 
position by a credit balancing item, reflecting un- 
recorded transactions of £50 million. This balancing 
item was much less than in the first quarter of each of 
the previous three years, and the change probably indi- 
cates some reversal of the unrecorded inflow of funds 
which occurred in 1960. 


Source: U.K. Treasury, Press Release, London, Eng- 
land, June 19, 1961 


Lowering of Interest Rates in Germany 
Following a decision taken by the banks’ supervisory 
authorities, in agreement with the federal departments 
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concerned and the Deutsche Bundesbank, reductions 
have been made in certain interest rates in Germany. 
The maximum interest rates for sight deposits have been 
reduced by ¥% per cent on accounts free of commission 
and by % per cent on accounts subject to commission, 
and those for time deposits by %2 per cent, from 
June 10, 1961. From July 1, the maximum rates for 
savings deposits at agreed periods of notice will be 
lowered by “% per cent, and that for savings deposits 
at three months’ notice by % per cent, to 3% per cent. 
The full adjustment of savings deposit rates to the 
fluctuations in the discount rate was strongly opposed 
by the savings banks. The Bundesbank earlier had 
expressed its hope that all interest rates would be 
lowered by the full amount of the reduction in the 
discount rate (see this News Survey, Vol. XIII, p. 140), 
so as to reduce the interest rate differential vis-a-vis 
other countries. 


Source: Deutsche Bundesbank, Ausziige aus Pressearti- 


keln, Frankfurt am Main, Germany, June 9, 
1961. 


Travel Exchange Allowance in France 


From June 19, 1961, the exchange allowance for 
French tourists going abroad was increased from 
NF 1,500 ($300) to NF 2,500 ($500), and the amount 
of French banknotes and coins which French tourists 
are permitted to take with them each time they leave 
France was raised from NF 250 ($50) to NF 500 
($100). In addition, French residents returning from 
abroad are permitted to retain foreign banknotes and 
coins up to the equivalent of NF 500 and to re-export 
them freely, but are required to surrender foreign 
banknotes and coins in excess of this amount, as well 
as all checks and travelers checks denominated in 
foreign currencies 


Source: Le Monde, Paris, France, June 20, 1961 


Liberalization of Dollar Imports in Italy 


A new list of imports from the dollar area subject to 
import license has been published by the Italian Min- 
istry of Commerce, to come into force on June 27, 1961 
The articles that have been removed from the previous 
list are certain types of preserved fruit, fats, and 
chemicals. 

Liberalization of imports from the dollar area now 
covers 96 per cent of the items subject to Italian cus- 
toms tariffs; in terms of the value in 1953 of imports 
from that area, the liberalization percentage is now 98— 
very close to the percentage vis-a-vis OEEC countries 
(99 per cent on a 1948 basis) 

Source: The Journal of Commerce, New York, N.Y.., 


June 15, 1961. 


Africa 
South African Capital Controls 


From the introduction of the new exchange restric- 
tions on May 4 (see this News Survey, Vol. XIII, 
p. 150) to June 9, South African gold and foreign 
exchange reserves fell by R 16 million, to R 146.8 mil- 
lion. Addressing the South African Parliament on 
June 16, the Minister of Finance, Dr. Dénges, referred 
to this decline and stated that he had reluctantly come 
to the conclusion that it was his duty to impose controls 
on the outflow of capital, particularly on the purchase 
of South African securities by South African residents 
from overseas investors. The controls imposed are 
threefold, as follows: (1) South African residents will 
be prohibited from remitting funds for the purchase of 
South African and Rhodesian securities on the London 
and Bulawayo stock exchanges; (2) the proceeds of 
securities sold in South Africa by a nonresident to a 
resident of South Africa will be blocked, but may be 
reinvested in other quoted securities; (3) stockbrokers 
and persons other than authorized foreign exchange 
dealers will be prohibited from acting as nominees for 
nonresidents or from carrying nonresident accounts in 
their books. 

Sources: Statement by the Minister of Finance, Pretoria, 
South Africa, June 16, 1961; The Times and 
The Financial London, 
June 17, 1961. 


Times, England, 


Far East 
Indian Export Targets 

The Government of India has decided to raise the 
export target for the Third Five Year Plan by approxi- 
mately Rs 3 billion ($630 million). (See this News 
Survey, Vol. XII, p. 421, and Vol. XIII, p. 46.) The 
target figure of Rs 34.5 billion ($7,245 million) fixed 
in the draft outline of the Third Plan has now been 
revised to Rs 37-38 billion ($7,770-7,980 million). 
The higher figure represents the minimum import needs 
of the industrial sector during the period of the Plan. 
An attempt will be made, commencing in the fiscal 
year 1962-63, to increase export earnings progressively 
at an annual rate of Rs 300 million ($63 million) 
over the original targets. 

The basic aims, giving priority to exports over con- 
sumption, have been accepted in principle, and to create 
export surpluses a policy of increasing levies on articles 
for domestic use will be followed. To help to achieve 
the higher export target, export industries will be 
licensed in preference to industries catering for the 
domestic market. The intention is that, apart from 
essential domestic or basic needs, new capacity should 
generally be sanctioned only where the proposal is 
accompanied by a guarantee to export most of the 
goods produced. Units manufacturing exclusively for 
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the export market will be encouraged, as will moderni- 
zation and rationalization where this is considered 
essential. Production targets for the traditional as well 
as the nontraditional items of export have been raised. 
In particular, larger crops of tea, coffee, jute, cotton, 
and oilseeds will be sought, while the output of the 
textile, engineering, and chemical industries and of 
mineral ores will be increased. Export incentives will 
be expanded and the scope of the concessions enlarged 
where this is needed. The railway freight structure may 
be reviewed, with a view to encouraging exports. 

A subcommittee of the Cabinet, including the Minis- 
ter of Commerce and Industry, the Minister of Finance, 
and other Ministers concerned, will be set up to super- 
vise the export program and the interdepartmental 
coordination required to achieve it. This subcommittee 
will be assisted by the existing Committee of Economic 
Secretaries. 

Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, June 1, 1961. 


Production and Exports of Tea in Ceylon 
Tea output in Ceylon in January-April 1961 
amounted to 160.3 million pounds, compared with 
157.9 million pounds in the same period of the previ- 
ous year. In the first five months of 1961, exports of 
tea to England totaled 38.2 million pounds, 2.2 mil- 
lion pounds more than in the comparable period of 1960. 
Source: The Financial London, 

June 14, 1961. 


Times, England, 


Agricultural and Fishery Debts in Korea 

The military junta in Korea (the Supreme Council 
for National Reconstruction) promulgated on June 9 a 
Law governing the settlement of usurious debts incurred 
by farm and fishery households. The Law is designed 
to help to promote the agrarian and fishery sector of 
the national economy by reducing the burden of such 
debts incurred by that sector up to May 25, 1961. 
Usurious debt is defined in the Law as borrowings 
(except those from the Korean Agricultural Bank) by 
farmers and fishery households in cash or in kind for 
the purpose of meeting their current expenditures, pro- 
vided that the rate of interest is more than 12 per cent 
per annum. The Law applies to such debts to a maxi- 
mum of hw 150,000 per household. 

The amount of the principal and the rate of interest 
involved must be reported by both debtors and creditors 
to special committees which will be created at different 
levels of local government for the purpose of adminis- 
tering the Law. Debtor-creditor contracts not reported 
within a specified period will be nullified and the creditor 
precluded from claiming repayment. 

The Korean Agricultural Bank will assume the debts 
on the recommendation of the special committees, and 
will issue its own debentures to the creditor, accepting 


in lieu the obligation of the debtor. The Bank will 
repay the principal and interest on the debentures thus 
issued in installments over a period of five years, begin- 
ning two years after the date of issue of a debenture. 
The debtors will be required to pay their principal and 
interest in installments over a seven-year period. Interest 
at the rate of 12 per cent is to be paid by the Bank to 
the creditors and by the debtors to the Bank. 


Source: Dong-A Ilbo, Seoul, Korea, June 10, 1961. 
Settlement for Postwar U.S. Assistance fo Japan 


The Japanese Minister of Foreign Affairs, Mr. Zentaro 
Kosaka, and the U.S. Ambassador to Japan, Mr. Edwin 
O. Reischauer, initialed on June 10, 1961, a memoran- 
dum outlining a settlement for the postwar economic 
assistance by the United States to Japan. Further talks 
are to take place between the two countries to complete 
a formal agreement. 

The postwar economic assistance referred to is the 
assistance given under the Civilian Supply Program, the 
Assistance for Government and Relief in Occupied 
Areas, the Assistance for Economic Rehabilitation in 
Occupied Areas, and the Surplus Property Assistance. 
In final settlement for such assistance, the Japanese 
Government will pay the U.S. Government the sum of 
$490 million over a period of 15 years. Payment will 
be made in 30 semiannual installments, of which the 
first 24 will be of $21,959,125 each and the remaining 
6 of $8,701,690 each. Interest at the rate of 2% per 
cent per annum on the unpaid balance of the principal 
is included. It is provided that the Japanese Government 
may advance the schedule of payments at any time. 

The U.S. Government agrees to utilize part of the 
above-mentioned payments for educational exchange 
programs between the two countries, but has expressed 
its intention, subject to appropriate legislation, of using 
most of them to supplement economic assistance pro- 
grams in less developed countries. The needs of the 
countries in Asia are so great that it is expected that 
the bulk of the amount may be used in assistance to 
those countries whose development is of interest to both 
Japan and the United States. 

Source: Nihon Keizai Shimbun, Tokyo, Japan, June 10, 
1961. 


Western Hemisphere 


Report of the Commission on Money and Credit in United States 


The Commission on Money and Credit, a group of 
private U.S. citizens, was established in November 1957 
under the auspices of the Committee for Economic 
Development, to inquire into the public and private 
money and credit systems of the United States. The 
group was invited to advise what changes, if any, in the 
structure, operation, regulation, and control of these 
systems were necessary to promote the major economic 
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objectives of national policy. In a report released on 
June 20, 1961, the Commission defined these objectives 
as an adequate rate of economic growth, low levels of 
unemployment, and reasonable stability of prices. The 
report analyzes the relationship of monetary, credit, 
and fiscal policy measures to these objectives, against 
the historical background of the great changes in the 
U.S. economy during the past half century. It then goes 
on to discuss these measures in detail, their strengths 
and limitations, and how they might be combined for 
specific purposes. 


An analysis of the manner in which monetary policy 
is operated by the Federal Reserve System leads to the 
conclusion that while it “does not have a controlling 
impact on any specific sector of expenditure, ... the 
pervasive and cumulative combination of a number of 
small effects is sufficient to make flexible monetary 
policy a useful instrument of stabilization policy.” As 
for the long run, monetary policies must provide a 
“climate consonant with an adequate and sustainable 
rate of growth and over-all price stability” through 
appropriate additions to money supply. However, the 
quantity of money needed to permit economic growth 
depends on a variety of elements, particularly changes 
in the stock of money substitutes. Hence it may be 
appropriate for the money supply to grow more or less 
rapidly than the output of the economy at high employ- 
ment. Among the various instruments of monetary 
control, open market operations are regarded as of 
prime importance as a means of influencing directly 
the structure as well as the level of interest rates. It is 
recommended that these operations be conducted on a 
more flexible basis and throughout the maturity struc- 
ture, in order to achieve a more rapid impact on the 
various segments of the financial market, and in the 
interests of a better coordination of monetary and debt 
management policies. It is agreed that the first object 
of sound debt management is to arrest the shortening 
of the outstanding publicly held marketable debt. But 
the Commission recommends that, once this is achieved, 
a conscious countercyclical debt management policy 
should seek to change the maturity pattern of the public 
debt according to the different phases of the business 
cycle. 

In a discussion of fiscal policy in its broad aspects, 
the Commission seeks to strengthen the working of 
automatic stabilizers through a program of “formula 
flexibility,” i.e., through automatic changes, made by 
executive authority, in the level of certain tax rates 
(specifically, the first bracket rate of the personal 
income tax) whenever prescribed economic indicators 
change by specific amounts. Fiscal policy must aim at 
large surpluses when economic growth can be accel- 
erated through increasing the supply of new investible 
funds, and at a reduction in the level of tax rates when 
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growth requires a higher level of consumption. The 
planning and execution of public expenditures must 
also be adapted to a sustained program of public 
investment. 

In an examination of private financial institutions, 
the Commission finds that existing regulations to pre- 
serve the safety of the financial system are necessary; 
but also that they can be improved. It recommends a 
greater flexibility of portfolio investments, the removal 
of geographical restrictions on lending institutions (for 
example, in permitting freer opening of branches), and 
the elimination of discriminatory regulations applied to 
competing institutions. These measures would increase 
the mobility of funds and provide a larger number of 
alternatives for savers and borrowers, thereby enhancing 
the contribution of the financial system to economic 
growth. Recommendations are also made on the nature, 
structure, and operations of government credit pro- 
grams, and on the relationship of these programs to the 
private credit market, their role in improving the 
effectiveness of the financial system, and their impact 
on and potential contribution to federal stabilization 
activities. 

Consideration of the problems of international adjust- 
ment and world liquidity in the light of recent develop- 
ments in the U.S. balance of payments leads the 
Commission to reject general restrictive monetary and 
fiscal policies as a means of adjusting a U.S. deficit. 
It concludes that there may be enough specific measures, 
other than restrictive payment controls and changes in 
exchange rates, available to the United States and to 
foreign countries to permit the attainment of a satisfac- 
tory balance of payments without sacrificing domestic 
and international objectives. The United States should 
also seek multilateral arrangements to protect the world 
payments mechanism against exchange crises. This can 
be accomplished through “greater cooperation with 
central banks of other industrial countries in handling 
short-term capital movements and through further evo- 
lutionary development of the International Monetary 
Fund.” 

The report concludes with a review of the problems 
of combining the various measures to suit varying 
circumstances, and of the organization and government 
administration needed to develop and to carry out 
effectively an integrated approach to national economic 
policy. 

Source: The Commission on Money and Credit, Money 
and Credit: Their Influence on Jobs, Prices, and 
Growth, New York, N.Y., June 1961. 


The Latin American Free Trade Association 


The treaty uniting seven Latin American countries 
in a free trade area has now formally come into force 
(see this News Survey, Vol. XIII, pp. 24 and 70). The 
member countries are Argentina, Brazil, Chile, Mexico, 
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Paraguay, Peru, and Uruguay. On May 26, the Govern- 
ment of Ecuador announced its decision to join the 
Association. There are reports that Colombia intends 
to become a member by December 1, 1961. 


It was understood in Montevideo that negotiations 
were to open on June 6 on the lists which have been 
drawn up for the first year of the agreement and which 
contain proposals for reductions in customs duties and 
other preferences that member countries are prepared 
to grant each other. In principle, these reductions and 
preferences are to remove annually 8 per cent of the 
existing trade barriers. It is expected that it will be 
possible for the lists of goods for the first year of the 
agreement to come into force on September 1 or 
October 1. 


A ministerial conference of representatives of the 
member countries is scheduled for July 24, when the 
permanent authority of the free trade area is to be 
appointed. 


Sources: Neue Ziircher Zeitung, Ziirich, Switzerland, 
May 31, 1961; Bank of London & South 
America Limited, Fortnightly Review, Lon- 
don, England, June 17, 1961. 


Recent Economic Developments in Nicaragua 


The President of Nicaragua, Mr. Luis A. Somoza, 
has stated in a message to the Congress that the 
Government’s etideavors to promote the economic 
growth of the country were set back by the floods in 
October 1960, which damaged crops and highways; 
and that the Government’s measures to alleviate the 
losses resulted in increased fiscal expenditures. Never- 
theless, the 1960-61 crops were good and generally 
surpassed those of the previous year. The completion 
of the model slaughter house in Managua and the 
enlargement of the freezing plant in Corinto would 
make possible an expansion of meat exports. 

With a view to taking advantage of the opportunities 
offered by the economic integration of Central America, 
the National Development Institute is contributing to 
the development and diversification of agriculture and 
industry with resources provided by the Government 
and by foreign loans. The Institute is using part of the 
proceeds from a loan of $8 million from the Export- 
Import Bank of Washington to expand the cattle indus- 
try. The Institute is also promoting the growth of the 
domestically operated banana industry on the Pacific 
Coast, and arrangements have been made for the United 
Fruit Company to purchase the banana output, com- 
mencing in mid-1962. The Institute proposes to finance 
the expansion of the turpentine, resin, and pine oil 
industries on the Atlantic Coast, as well as plants for 
plywood, canning, and vegetable oil, with the proceeds 


of a $2 million loan from the Inter-American Develop- 
ment Bank. 


The 1960-61 coffee crop is estimated at 630,000 
quintals (1 quintal = 100 pounds), an increase of 
over 110,000 quintals from the previous year’s crop. 
Nicaragua’s export quota under the International Coffee 
Agreement was recently increased to 352,000 bags of 
60 kilograms each (about 465,000 quintals) for 
1960-61, compared with 344,000 bags for the previous 
year. As soluble coffee falls outside Nicaragua’s export 
quota, Nicaragua should be able to sell all its produc- 
tion, despite the record yield. 

Cotton production in 1960-61 exceeded 145,000 
bales of 500 pounds each, an increase of about 
25,000 bales (16 per cent) over the previous crop. 
There was also an improvement in over-all quality. 
For 1961-62 the growers announced plans to increase 
acreage in an attempt to reach 200,000 bales. 


Equilibrium in the 1960 balance of payments left 
the international reserves of the banking system in 
December 1960 roughly unchanged from those of 
December 1959. A reduction in export receipts, stem- 
ming principally from a sharp fall in the volume of 
cotton exports, was offset by a large inflow of private 
and official capital. 


In 1960 there was a large credit expansion, mainly 
to the public sector. The government deficit financed 
by the banking system in 1960 was, however, smaller 
than in 1959, and the availability of the Export-Import 
Bank loan for special development projects made pos- 
sible a small increase in credit to the private sector. 


In the first quarter of 1961, the Nicaraguan economy 
showed signs of recovering from the low point reached 
in the latter half of 1960. The international reserves of 
the banking system rose to US$19.8 million in 
March 1961, from US$9.9 million in December 1960. 
This increase was about the same as the improvement 
experienced in the first quarter of 1959, but was greater 
than the US$6 million rise recorded in the correspond- 
ing period of 1960. Part of the improvement in the 
first quarter of 1961 may be attributed to larger 
exchange earnings from exports of cotton, soluble 
coffee, and cattle and meat, and part to a US$1.5 mil- 
lion drawing on the Fund in January 1961 (see this 
News Survey, Vol. XIII, p. 72). 


Monetary developments in the first quarter of 1961 
followed the usual seasonal pattern of an accumulation 
of reserves—offset only partly by a contraction of credit 
—and a consequent expansion of the money supply. 
The decline in the over-all level of credit in the 
first quarter of 1961 was greater than that of the corre- 
sponding period of 1960, and resulted mainly from the 
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reduced needs of the public sector for credit. Credit to 

the private sector declined somewhat less than in the 

first quarter of 1960. 

Sources: Presidential Message to Congress, Managua, 
Nicaragua, April 1961; Bank of London & 
South America Limited, Quarterly Review, 
London, England, April 1961; Department of 
Commerce, Commerce Weekly, 
June 19, 1961, and International Monetary 
Fund, /Jnternational Financial Statistics, 
July 1961, Washington, D.C. 


Economic Trends in Costa Rica 

According to the Annual Report of the Central Bank 
of Costa Rica, preliminary estimates indicate that Costa 
Rica’s national income increased somewhat in 1960, 
but per capita income probably remained unchanged. 
The rise in national income is attributable to an expan- 
sion in exports and domestic food crops and to an 
increase in industrial production (see this News Survey, 
Vol. XII, p. 498). 

Total exports increased from $76 million in 1959 to 
$88 million in 1960, largely as a result of a sharp 
increase in the volume of exports of coffee, bananas, 
meat, and other goods; the unit prices received for 
these commodities remained roughly unchanged in 1960. 
Despite an improvement in the balance of payments on 
current account, the international reserves of the bank- 
ing system declined by about $2 million as a result of 
a reduced inflow of private long-term capital, lower tax 
payments by the Banana Company (United Fruit Com- 
pany), and losses on certain coffee exports. 

In 1960 loans by commercial banks expanded by 
nearly 100 million colones (17 per cent), half of which 
represented accommodation to coffee producers. This 
large expansion was made possible by an increase of 
140 million colones in the portfolio ceilings of the 
commercial banks. The money supply and the domestic 
liabilities of the banks changed only slightly, and the 
impact of the credit expansion fell primarily on the net 
foreign asset position of the banking system. 

The Report points out that ordinary and extraordi- 
nary expenditures of the Government have exceeded 
ordinary revenues, on average, by 36 million colones 
a year during the past five years. In 1960 the budget 
deficit amounted to 5 million colones, after including in 
revenue a bond sale for approximately 20 million colones 
to the commercial banks. 

During the first quarter of 1961, Costa Rica’s inter- 
national reserves rose by $1.3 million, which is less than 
normal for the season. (In the corresponding periods 
of 1959 and 1960, reserves rose by $5.3 million and 
$3.7 million, respectively.) The small size of the 
increase is attributable in part to a slowdown in official 
market receipts from exports and capital, and in part 
to a rise in import payments. Commercial bank credit 


Foreign 
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and the money supply contracted more than seasonally 
in the first quarter of 1961. 


Sources: Banco Central de Costa Rica, Memoria Anual, 
1960, Boletin Estadistico Mensual, March 
1961, and Informacién Econémica Semanal, 
May 23, 1961, San José, Costa Rica. 


Fund Transactions 


During May 1961, three new stand-by arrangements 
with the International Monetary Fund entered into 
force: Australia $100 million, Brazil $100 million, and 
Honduras $7.5 million (see this News Survey, Vol. XII, 
pp. 128, 129, and 145). The equivalent of $76 million 
was drawn from the Fund: Brazil drew $60 million, 
$25 million each in U.S. dollars and deutsche mark 
and $10 million in Italian lire; and Turkey drew 
$16 million, $5 million each in U.S. dollars and 
deutsche mark and $3 million each in Italian lire and 
French francs. Bolivia repurchased the equivalent of 
$1 million in U.S. dollars. 
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